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Stable Retail Revenue Per Capita. In the model, per capita retail revenue is assumed to
be fixed over time. Historical and projected trends in consumer spending demonstrate a
continuous shift in consumer spending dollars towards services and away from consumer
goods. Within the declining share of consumer dollars spent on consumer goods, a
greater proportion is spent through on-line purchases. Increased expenditure on services
and increased internet purchasing will likely continue to dampen the amount of sales tax
that the City can generate. (See Chart A)

u  Substantial Retail Sales Tax Generation from Mixed-Use Retail. The Report analyzed
Land Use Study Scenarios which were developed based on an assumption that a
substantial amount of new retail capacity will be provided through new mixed-use
development. A mixed-use project with high-end or large-scale retail, like Santana Row,
could generate enough City revenue to offset the costs incurred to the City by the
residential component of the project. However, the more typical mixed-use development
area would include smaller-scale neighborhood-serving retail, with a large concentration
of restaurants, coffee shops, and service businesses. OED sales tax analysis of existing
neighborhood shopping districts shows they generate on the order of $.24 sales tax per
square foot annually, compared with $.90 for Santana Row. The Santana Row project is
very unique, and it is not likely that future mixed use projects will match the revenue
generation of the Santana Row project. (See Chart B)

m  ]00% Capture Retail Activity. The report used an ideal capture rate of 100% capture of
new retail sales tax activity from the new population and job growth. Historically, San
Jose has had an average capture rate of 80%. The current retail revenue per capita shows
the City is 20% under retailed. (An addendum to the Report describes the fiscal results
of a more conservative 80% retail revenue capture rate. Under this 80% capture rate, net

‘revenue reductions range from about $20.5 million per year for Scenario 5 to about $8
million for Scenario $J2020, which turns negative as a result.) (See Chart C)

n  Adequate Retail/Commercial Lands. ADE did not analyze the five Land Use Study
Scenarios to determine if they included adequate sites to accommodate the level of new
retail development needed to support a 100%, or even 80%, retail activity capture rates.
(Such an analysis was not feasible at the time from ADE because the Land Use Diagram
was still under development, and because this was not in their scope of work). While
Envision 2040 incorporates some land for the kind of large-format retail that generate
substantial sales tax, the reality is that there are few sites available larger than 10 acres.

OED staff offer the Envision 2040 Task Force members two important conclusions.

ADE used standard econometric ratios underlying the assumptions they used in their model.
Staff believes it is useful for the Envision 2040 Task Force to be aware of additional factors that
will likely shape the generation of sales tax revenues in San Jose and Santa Clara County. The
ADE Report likely over-emphasizes the benefit of new retail development that will be generated
through mixed use projects in the future.




op: 1y : oh :
properties urrentl devel ped-With a variety: of _othe _and uses.in glowth arcas"of the Clty :OED_'Q'
) - ; dltlonal job: and. reve ue- 'producmg land to.




Chart A: Declining Propensity to Spend at a Shopping Center
This chart shows the decline in the propensity of American shoppers to spend at a shopping
center. The average propensity to spend at a shopping center has fallen from $.24 of every dollar
t0 $.21 over about 15 years. This decline is chiefly a function of the growth of expenditures in
the service economy. In 1959, about 35 cents of every dollar went to consumer services. Today,
that is about 63 cents.
Tracking Trends in U.S. Average Propensity to Spend at a Shopping Center
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Chart B: Comparison of Sales Tax Revenuc for San Jose Shopping Areas
Shopping Area Average Annual
sales tax revenue/sq. fi.
Alameda Neighborhood Business District $.14
Lincoln Avenue (Willow Glen) $.34
Santana Row $.90
Source: OED analysis of STARS database
Chart C: Assamptions About Sales Tax Capture
Net Fiscal Impact of Growth Scenarios Under Alternate
Assumptions About Sales Tax (§ millions)
Scenario 100% Capture 80% Capture
ST 2020 $2.3 ($6.2)
1 $25.5 $10.0
2 $25.7 $8.2
3 $20.4 $2.9
4 $32.6 $13.5
5 $32.9 $12.4

Source: ADE, Inc.




